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External Orientation and Business Model Adaptation in Young and Nascent Firms: 
preliminary analysis from the CAUSEE project 
 
Abstract 
Discovering factors that help or impede business model change is an important quest, 
both for researchers and practitioners.  In this study we present preliminary findings based 
on the CAUSEE survey of young and nascent firms in Australia.  In particular, we seek to 
determine an association between business model adaptation and external orientation 
among young and nascent firms within the random sample and amongst an oversample of 
high potential firms.  The concept of external orientation is made operational by asking 
respondents whether, and to what extent, they rely on certain sources of advice and 
information.  We find that high potential firms are more likely to have made at least some 
change to their business model, that greater use of external sources of advice is generally 
significantly associated with business model adaptation, but also that there appear to be 
different patterns of behaviour between the random sample and the over sample. 
Introduction 
Former CEO of Intel, Craig Barrett, would often refer to the ‘creosote bush conundrum’ 
(Burgelman and Grove 2007).  The creosote is a plant that apparently poisons the ground 
around it, so that no other plant can grow nearby.  In business terms, this refers to a 
tendency for new ideas or approaches to be banished, hence inhibiting the firm’s capacity 
to adapt or to influence its environment.  A danger arises when the strategy or culture that 
supported success becomes so entrenched that it cannot change when environmental 
conditions change, or it fails to continue innovating and creating new opportunities 
(Schein 1996).   
Similar thinking, in terms of inertia, or myopia, once successful routines had developed, 
have been expressed by March and Levinthal (Levinthal and March 1993; March 2006), 
to the point of advocating that foolishness be allowed, if not encouraged, in organizations.  
Burgelman and Grove (1996) chronicle how senior management at Intel had lost track of 
market movements, whereas middle managers and salespeople could see what was 
happening through direct interaction with customers.  In fact, they surreptitiously effected 
a change of strategy. 
In essence, the same problem has been found in business model research, whether in the 
field of technology commercialisation, where established firms had difficulty adopting 
new business models for innovative technologies or new markets (Chesbrough and 
Rosenbloom 2002), or more generally in consumer product markets, where firms had 
difficulty running separate business models in the same organisation (Markides and 
Charitou 2004; Markides and Oyon 2010). 
Some apparent solutions for practitioners have been proposed.   
One is to follow a contingency approach, as developed in (Markides and Charitou 2004) 
where the case of the luxury brand Nespresso within the fast-moving consumer goods 
house of Nestlé is used as example of how it can be done.  Doz and Kosonen (2008; 
2010) borrow the idea of strategic agility from their previous work to develop delivery 
mechanisms and apply them to the challenge of business model renewal.  Sosna et al 
(2010) study the case of a Spanish dietary products company to show specifically how 
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experimentation can help achieve adequate business model renewal.  Chesbrough (2010) 
also argues for an experimental approach to be taken, specifically pointing to the effectual 
mode of thinking as enabling business model innovation, though he does not present 
examples of where or how effectuation has supported the process.  Establishing co-
development partnerships is a method for business model innovation in the open 
innovation approach (Chesbrough 2006; Chesbrough and Schwartz 2007), although joint 
equity investments are often required to overcome transaction costs and align the 
participants’ business models, consistent with (Pisano 1989.) 
Contribution 
Our contribution to the literature is along several dimensions.   
This is the first quantitative systematic approach to the topic of business model 
adaptation.  The business model data we use were provided by firms themselves, rather 
than being created by the researchers as previous studies have done (Amit and Zott 2001; 
Malone, Weill, Lai, D'Urso, Herman, Apel and Woerner 2006; Zott and Amit 2007; Zott 
and Amit 2007).  The study has a focus on young and nascent firms.  It also contributes to 
the external orientation literature, by bringing an entrepreneurship rather than purely 
marketing perspective.  Finally, it adds an Australian case that may be compared to 
different geographical or cultural domains.   
This study sits within the firm-centric (Zott, Amit and Massa 2011), transactive (George 
and Bock 2009) approach to business model research. 
Theory development 
We are not aware that any of the abovementioned solutions has been tested in a 
systematic fashion.  That is not surprising, in light of the relatively young research 
interest in the business model concept.  This paper begins to fill that gap, in a manner that 
is intended to complement the qualitative research to date (Edmondson and McManus 
2007.)  In particular, it reports some preliminary data on business model change from the 
Comprehensive Australian Study of Entrepreneurial Emergence (CAUSEE) survey.  We 
also focus on one aspect of strategic agility (Doz and Kosonen 2010), namely that of 
external orientation.  Doz and Kosonen did not use that term, but they highlighted the 
importance of rich external networks in order to gain an outside-in perspective. 
External orientation 
In economics, external orientation relates to the extent that a firm or a country engages in 
international trade.  In the more strict business and management literature, it relates to the 
extent an organisation uses sources of information and of competency building from 
outside its own boundaries, whether it be a more passive receptiveness to external stimuli, 
or a more active purposeful seeking of stimuli, news, or ideas.  It is used mainly in the 
marketing literature. 
While the idea that firms can benefit from linking into external information sources 
(Tushman and Scanlan 1981; Brown and Duguid 1991; Lings 1999; Prahalad and 
Ramaswamy 2000; Sarasvathy 2004) is not new, several recent studies have provided 
empirical support for the thesis.  In the UK retail industry (Lings and Greenley 2009) 
there is strong evidence that market orientation is positively related to financial and non 
financial variables (eg staff attitudes and behaviours, customer attitudes and behaviours) 
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but an internal marketing orientation improves both employee motivation and the firm’s 
market orientation.  Ordanini and Maglio (2009) found that proactive market orientation 
was a necessary, but not sufficient, component of successful service innovation in the 
Italian hotel industry.  With a focus on learning processes in SMEs, Zhang, Machpherson 
and Jones (2006) found that stable (ie not innovative) firms were more inward looking, 
their learning was mostly experiential and contained in the owner-manager, whereas 
innovative firms were “much more likely” (p308) to engage with external parties and 
generally disseminated the acquired knowledge beyond the owner-manager.  This had 
implications for product or process innovation.   
In this study, we propose that similar reasoning could be applied to the business model 
concept and we test whether greater use of external knowledge sources is associated with 
greater propensity to adapt elements of the business model. 
Business model 
The current state of research is fluid, still lacking universally accepted definitions and 
taxonomies of the BM (Osterwalder, Pigneur and Tucci 2005; Lambert 2006).  Indeed, 
most of the definitions are meta-definitions, consisting of lists of elements that could or 
should be included in a BM.  Similarly, attempts at formulating taxonomies have 
generally been industry- or market-specific, as in Bienstock (2002), Hemphill (2006), or 
Leem (2004), hence, as Lambert (2006) points out, they are typologies, rather than 
taxonomies. 
There are several possible reasons for the lack of academic research on BMs.  
Chesbrough and Rosenbloom (2002: 533) point to the fact that the BM concept 
“integrates a variety of academic and functional disciplines, gaining prominence in none.”  
This phenomenon is also consistent with the laments that academic researchers are far 
removed from managerial practice (Markides 2007; McGahan 2007) which in turn would 
lead to a significant lag between management practice and research.   
This highlights the relevance of Van de Ven’s call for engaged scholarship (2007). 
Pateli and Giaglis (2004) present the scholarly developments that have occurred in 
various sub-domains of business model research, together with their respective 
limitations.  Their findings are consistent with the analysis by Ghaziani and Ventresca 
(2005) of how use of the term business model has evolved over time and within different 
disciplines.  In fact, the differences in nuances in the definitions and the relative emphasis 
on different aspects of business models are likely to remain, as “subcultural interpretation 
of the global category business model.” (Ghaziani and Ventresca 2005: 532, emphasis in 
the original.)   
It is therefore legitimate that the business model may be defined in different terms, but 
also that different research streams may usefully be pursued (George and Bock 2009; 
Zott, Amit et al. 2011). 
As a result, despite its very short history of academic research, the literature on business 
models is sufficiently mature to move beyond the definition stage, no longer at risk of 
being a mere fad once the dotcom bubble burst (Osterwalder 2004), but being heralded as 
a potential substitute for industry as a unit of analysis (Osterwalder, Pigneur et al. 2005).  
In fact, it has also tentatively (George and Bock 2009) moved beyond a focus on e-
business (Mahadevan 2000; Afuah and Tucci ; Amit and Zott 2001; Weill and Vitale 
2001) to other sectors such as biotechnology (Bigliardi, Nosella and Verbano 2005; 
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Pisano 2006; Rothman and Kraftt 2006; Willemstein, van der Valk and Meeus 2007).  
Indeed, Malone et al (2006) conducted a wide-ranging empirical study of all publicly-
traded US companies in COMPUSTAT from 1998 through 2002, during which they 
found that business model “is a useful construct and can predict performance.” (Malone, 
Weill et al. 2006: 4.) 
There have been several authoritative calls for enquiry into adaptation of business models 
in entrepreneurial environments (Chesbrough and Rosenbloom 2002; Pateli and Giaglis 
2004; Zott and Amit 2007.)   
Zott and Amit (2007) list this among the many fields of research that could follow from 
their important study, which takes an entrepreneurial perspective on BMs.   
In the final paragraph of their study of Xerox Corporation’s experience with business 
models and innovations, Chesbrough and Rosenbloom (2002: 552) highlight the 
importance of understanding the process by which business models are developed and 
evolve. 
They start the paragraph with: 
We need to learn more about the forces that facilitate and impede the search for 
constructive adaptation in the elements of an extant business model. 
While hypothesizing a difference in this respect between “independent ventures” and 
“established firms”, consistent with (Zahra, Sapienza and Davidsson 2006) they end the 
article by saying: “These issues are well worth further exploration.” 
Pateli and Giaglis (2004: 311) consider business model adaptation to be an important 
stream of research, but one that has yet to provide useful structures or guidelines for 
purposeful action.  It is also “one of the most challenging areas for business model 
research in the future”, partly because existing research on this topic was still very 
tentative and generic, partly because of the integrative - hence complex - nature of the 
question. 
Data Collection 
Data collection 
The CAUSEE survey covered a random sample of 30,000 households in Australia, 
seeking founders and owner-managers of young and nascent firms (Davidsson, Steffens, 
Gordon and Reynolds 2008).  The survey was conducted in four waves.  Here, we present 
mostly data from wave 1.   
Two sections of the survey were devoted to the business model, relating respectively to 
its degree of novelty and to changes in the business model.  In the latter, respondents were 
asked if in the previous twelve months they had made changes (and how many changes) 
regarding elements of their business model: products or services offered;  what customers 
they sell to or intend selling to; the method of promotion or selling; the method of 
producing or sourcing.   
If they had made changes, respondents were then given a list of potential reasons and 
asked how many changes were due to the specific potential antecedent.  The reasons are 
listed in Table 1. 
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Table 1.  Potential reasons for change 
F5. Customers requested changes F10. Changes to the management team triggered changes to the business idea 
F6. Market research suggested it F11. Success with a customer refocused your effort 
F7. Suppliers suggested the changes F12. Failure with a customer refocused your effort 
F8. Funding opportunities or investors 
suggested it  
F13. A partnership with another business 
encouraged changes 
F9. Had to make changes because of 
lack of funds 
F14. Internal interest in a new innovation 
led to changes 
In another section of the questionnaire, respondents were asked whether they had used a 
specified list of sources of information and advice during the previous twelve months to 
help their business, with options being: not used at all; a minor source; or a major source.  
Interviewers were instructed to explain: 
By ‘major’ source we mean one that has had a clear impact on the direction taken 
or the level of success of this business. 
The same questionnaire was administered to an oversample of ‘High Potential’ (HP) 
firms, created on the basis of: human capital; growth aspirations; technological 
sophistication and novelty.  
Results and Discussion 
In this section, we present data for both the random sample and the high potential group. 
The majority of respondents reported at least one change to the business model in any 
single wave, although HP firms were more likely to have done so. 
 
Table 2.  Change/No-change distribution, Waves 1-3 
Random Sample W1 W2 W3 
 N % N % N % 
No change 403 33.3 295 41.3 217 43.4 
At least one change 807 66.7 420 58.7 283 56.6 
Total 1210 100.0 715  500  
High Potential    
No change 27 11.8 36 20.6 39 30.2 
At least one change 202 88.2 139 79.4 90 69.8 
Total 229 100.0 175  129  
 
The type of change most frequently cited was in the product or service being offered, with 
the ranking being consistent across waves, as shown in Table 3. 
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Table 3.  Type of change, Waves 1-3 
Random Sample Number % of respondents 
W1 W2 W3 W1 W2 W3 
Products or services that you sell or intend to sell 512 271 156 43.3 37.9 31.2 
What customers you sell to or intend to sell to 396 226 147 33.6 31.6 29.4 
The method for promoting or selling 387 200 122 32.7 28.0 24.4 
The method for producing or sourcing 322 135 106 27.2 19.0 21.2 
High Potential 
  Products or services that you sell or intend to sell 156 103 61 68.1 58.9 47.3 
What customers you sell to or intend to sell to 120 70 56 52.4 40.2 43.8 
The method for promoting or selling 125 68 46 54.6 38.9 35.7 
The method for producing or sourcing 97 44 30 42.7 25.1 23.3 
The reasons for change are both internal and external in nature.  In fact, while customer 
requests, success with a customer, and market research were among the most frequently 
cited antecedents of change, internal interest in a new innovation was consistently the 
second most frequently cited reason for changes to the business model in the random 
sample.  High potential firms also rated internal interest very highly, though not quite to 
the same extent. Changes to management were generally the lowest ranking reason.  
Overall, this suggests that there would need to be a connection between internal and external stimuli for any change to occur. 
 
Table 4.  Reasons for change, Waves 1-3 
Random Sample Number % of respondents 
W1 W2 W3 W1 W2 W3 
Customers requested change 354 187 120 30.1 26.2 24.0 
Market research suggested change 386 186 102 32.7 26.1 20.4 
Suppliers suggested the changes 282 102 65 23.9 14.3 13.0 
Funding opportunities or investors suggested it 210 78 42 17.8 10.9 8.4 
Had to make changes because of lack of funds 258 123 66 21.9 17.2 13.2 
Changes to the management team triggered changes  167 71 43 14.1 9.9 8.6 
Success with a customer refocused your effort 513 283 184 42.7 39.6 36.8 
Failure with a customer refocused your effort 272 143 101 23.0 20.0 20.2 
A partnership with another business encouraged changes 189 83 65 15.9 11.6 13.0 
Internal interest in a new innovation led to changes 431 210 129 36.4 29.5 25.8 
High Potential 
  Customers requested change 120 77 51 52.9 44.3 39.5 
Market research suggested change 128 71 51 55.9 40.6 39.5 
Suppliers suggested the changes 63 25 17 27.6 14.3 13.2 
Funding opportunities or investors suggested it 63 40 29 27.4 22.9 22.5 
Had to make changes because of lack of funds 69 52 29 30.0 29.7 22.5 
Changes to the management team triggered changes  56 29 16 24.3 16.6 12.4 
Success with a customer refocused your effort 117 78 58 51.1 44.8 45.0 
Failure with a customer refocused your effort 80 55 34 35.1 31.4 26.4 
A partnership with another business encouraged changes 70 42 32 30.7 24.0 24.8 
Internal interest in a new innovation led to changes 123 77 45 53.9 44.0 34.9 
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 From here onwards, data and results relate only to Wave 1. The charts in the Appendix show the distribution of number of changes for each element of the business model.  The columns represent the percentage of firms indicating that particular number of changes. On each occasion, high potential firms were the most likely to have made changes.  There were often a large number of changes made.  
Crosstabulations 
 In this section, we present non-parametric analyses of business model change for firms in the random sample and the high potential group.  Table 5 displays some contextual variables crosstabulated against the binary variable of change/no-change (BMchg.)   
Table 5.  Binary BMchg Yes/No; Wave 1; Level and significance of χ2 
Demographics  High Potential Random  
Nascent  .44 5.28*  
Services Dummy  1.61 21.32***  
Team (or Solo)  1.64 3.59+  
Gender  3.08+ .00  
Sector  8.931 22.03***  
Industry  12.492 39.253***  
Parents own business  .58 3.97*  
N  227 1186  
 + p≤ .10 
* p≤ .05 
** p≤ .01 
*** p≤ .001 
1 = Four cells (33.3%) have expected count <5 
2 = Twenty cells (66.7% have expected count < 5 
3 = Five cells(14.7%) have expected count <5   In the high potential gender divide, males were more likely to have made at least one change to their business model, but there was no difference at all in the random sample.  Nascent enterprises (NEs) in the Random sample were more in the change quadrant than the NotNE.  Products were more associated with change than services.  Teams displayed a higher propensity to have changed elements of their business model than solo players.    In the random sample, sectors with a relatively higher % of business model change were: retail-wholesale; health, education and social services; other.  Drilling down to the industry level, other relatively high change areas were: hospitality; manufacturing; agriculture; communications; business consulting; other.  Cases 
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where the parents own a business were more heavily represented in the change quadrant. In the following Table 6, we show the significance level of χ2 in cross tabulations of sources of advice and type of BM change, expressed as a binary variable.  Thus there are six cells for each cross tabulation, with three levels of use of the source for information or advice (not at all, minor use, major use) and the yes/no variable for BM change. Whenever the χ2 is significant, invariably the firms that did change the particular element of their business model tended to rely relatively more heavily on the source of advice, whereas the firms that did not make any changes, tended to rely less on that source of advice.  This pattern, however, was more evident in the random sample 
than the high potential group.  This does not mean that firms in the random sample used 
the sources more than the high potential group.  Rather, it shows that relatively greater 
use of the source differentiated between firms that did or did not make changes to their 
business model. 
 
Table 6.  Source of advice vs type of change Binary Yes/No chg, Wave 1; Significance of χ2 
Source of advice Product Customer Promotion/Selling Production/Sourcing 
 HP RS HP RS HP RS HP RS 
Family   *  +    
Friends  *  *  +   
External Investor   +  +   +2 
Board Member, not 
mentioned above   *      
Bank staff    **  *   
Customers * ** ** ** *** ** * * 
Suppliers  **   ** *** *** ** 
Accountant   *  ***    
Lawyer     + * * + 
Consultant at Govt or 
not for profit agency  **  * ***   + 
Tax Consultant      *   
Other Commercial 
Consultant  *  **  **   
Internet sites or 
communities  ***  ***  ***  *** 
Other Business Media  *** * ** ** ***  *** 
HP N = 226 
RS N = 1186 
 
+ p≤ .10 
* p≤ .05 
** p≤ .01 
*** p≤ .001 
1 = One cell (16.7%) has expected count <5 
2 = Two cells (33.3%) have expected count <5 
3= Three cells (50%) have expected count <5  
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Relative use of internet websites or communities was very significantly different between Change/No-Change firms within the random sample, not so for the high potential group. Use of family advisers was generally not a differentiator between the firms that did/didn’t change their BM.  Friends were not a differentiator within the high potential group, but were for the random sample.  Differential use of customers as source of information was significant across all elements, for both groups.  Relative use of consultants at Govt or not for profit agencies was associated with different types of change in the two groups. Table 7 presents significance levels of the cross tabulation between sources of advice and reasons for change. The strong connection between external investors as source of advice and the funding opportunity reason for change corroborate each other, as does the connection between customers as source of advice and the customer request reason.  Success/failure with a customer does not, however, seem to be significantly connected with customers as source of advice.   Generally, there was greater connection between sources of advice and reasons for change in the random sample.  That internal interest should be so strongly connected with customer advice is evidence of good internal/external interaction.      
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Table 7.  Source of advice vs Reasons for change Binary BMchg Yes/No, Wave 1 ; Significance of χ2 
Source of advice F5 F6 F7 F8 F9 F10 F11 F12 F13 F14 
 HP RS HP RS HP RS HP RS HP RS HP RS HP RS HP RS HP RS HP RS 
Family +  * +    ***    **   *      
Friends + *     + * * ** + ***  +  *  + + * 
External Investor + **2 **  1  ***1 *2 +1  1 ***2 **   +2 **1    
Board Member, not mentioned 
above  + * ***  * ** *** *   ***    **     
Bank staff 2 * 2 + +2 ** *2 ***1 **2 * 2 ***1 2  2 * 2  2  
Customers *** *** ** + **  ** *  +  *** +   *** *** + *** ** 
Suppliers + *** + *** ** ***  ** ** +  + **   ** ** *** ** * 
Accountant ** *  +  + * *   ** * *    *  + + 
Lawyer + +  **  + ** ***    ***    ** + *  * 
Consultant at Govt or not for profit 
agency   + *  + ** *** * ***  **        ** 
Tax Consultant + **   1  1 ** 1  1 **  ** 1 * 1   * 
Other Commercial Consultant  *  *  * ** ** *  * *** + +    *** + *** 
Internet sites or communities  **  ***   * **  ***  +  **  **    *** 
Other Business Media  +  *** *   ***  *** * **   + *   ** *** 
HP N = 227  
RS N = 1187 
 
 
+ p≤ .10 
* p≤ .05 
** p≤ .01 
*** p≤ .001 
1 = One cell (16.7%) has expected count <5 
2 = Two cells (33.3%) have expected count <5 
3= Three cells (50%) have expected count <5 
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Conclusion 
To date, there is no published research that uses managers’ own knowledge of their 
business model in a systematic quantitative study.  Previous business model databases 
have relied upon coding by researchers.  The CAUSEE survey records data from firms. 
We have presented some preliminary non-parametric analysis, based on a large scale 
random survey of households to discover young and nascent firms.  The results for these 
firms were compared to those of a group of high potential firms.  In this study, we sought 
preliminary evidence that an external orientation is associated with greater levels of 
business model innovation.   
For both the random sample and the high potential group of firms, the data confirmed a 
positive association between greater use of external sources of advice/information and the 
firms having made any change at all to elements of the business model. 
Further, for both groups, customer related reasons were at the top of the ranking, very 
closely followed by internal interest in innovations; in fact, these two sets of variables 
were also relatively highly correlated.  This suggests not only tentative support for the 
external orientation hypothesis, but also for the relevance of the interface between 
internal and external sources of competence. 
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